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The Business Situation

The expansion in economic activity has slowed in re
cent months, but inflationary pressures have remained 
extremely severe. In view of the persistent buildup in 
the backlog of unfilled orders, continued pressures on ca
pacity, and rather widespread shortages of materials and 
skilled labor, much of the slackening in real growth prob
ably reflects supply limitations. While consumer spending 
for durable goods and new housing moderated in the 
second quarter from the very high levels experienced 
earlier this year and in 1972, it is not possible at this 
time to determine whether a significant easing of con
sumer demand is under way. In any event, the price 
freeze may be temporarily boosting consumer expendi
tures, and further gains in business inventory and capital 
spending seem likely in the months ahead. During July 
the unemployment rate dipped to 4.7 percent, the lowest 
in more than three years, but both employment and the 
labor force were essentially unchanged from their June 
levels.

Price behavior remains a source of very serious con
cern. Over the first half of the year, both the implicit price 
deflator for gross national product (GNP) and the con
sumer and wholesale price measures climbed at the fastest 
rates in more than twenty years. While some improvement 
in the statistics as a result of the price freeze has already 
materialized, demand pressures remain excessive. The 
Phase Four controls program should serve to spread out 
the rise in prices as the freeze is ended, but inflation will 
remain a serious problem so long as aggregate demand 
continues overly strong.

G R O S S  N A T I O N A L  P R O D U C T  

A N D  R E L A T E D  D E V E L O P M E N T S

The market value of the nation’s output of goods and 
services rose $28.5 billion during the second quarter to a 
seasonally adjusted annual rate of $1,271 billion, accord
ing to preliminary Department of Commerce statistics. 
Measured in current dollars, GNP climbed at a 9.5 per

cent seasonally adjusted annual rate, well under the pace 
of expansion in the first quarter. Nearly three fourths of 
the second-quarter advance in GNP reflected an increase 
in prices. After adjustment for the price rise, real GNP 
moved ahead at a 2.6 percent annual rate in the April- 
June period, the slowest advance since the 1969-70 re
cession. Along with the preliminary data, the Commerce 
Department released its annual revisions of the GNP data 
going back through 1970. The estimate of growth in real 
GNP in the first quarter of this year was revised upward 
to an exceptionally rapid 8.6 percent per annum. Due 
mainly to the strong growth in the previous quarters, the 
increase in real GNP over the four quarters ended in June 
stands at 6.2 percent (see Chart I).

To a considerable extent, the slowdown in the growth 
of economic activity in the second quarter may have re
sulted from capacity limitations and shortages of skilled 
labor. Many important industries— such as automobiles, 
rubber, paper, petroleum refining, glass, cement, alumi
num, and steel— are reportedly running at, or near, capac
ity. Output growth has slowed most noticeably in indus
tries known to be operating close to capacity. For example, 
motor vehicle production, which has been running at 
overtime rates, rose at only a 1 percent annual rate in the 
April-June quarter, after shooting up at a 26 percent rate 
in the first quarter. Also, iron and steel production, which 
has been near capacity levels for almost a year, actually 
declined in the past quarter. Overall industrial production 
expanded by a smaller amount in the second quarter than 
in the first and, according to the Board of Governors of 
the Federal Reserve System index, the growth of output 
slowed to less than a 4 percent rate in June.

The pace of inventory investment picked up in the 
second quarter, although the increase was quite modest 
(see Chart II). Incomplete data indicate that the annual 
rate of inventory accumulation on the national income 
accounts basis amounted to $5.3 billion in the April-June 
period as compared with $4.6 billion in the January-March 
period. Inventory spending thus contributed $0.7 billion
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to the growth of GNP. Larger inventory increases may 
well have been planned, but constraints on production and 
the high volume of sales may have prevented firms from 
realizing the desired additions to stocks. The ratio of 
the book value of total business inventories to sales 
dropped to extremely low levels in the first quarter, 
and hence considerable restocking of supplies was antic
ipated. Since the inventory-sales ratio still remains quite 
low by historical standards, prospects seem good for a 
further, sizable expansion in inventory spending in the 
months ahead.

The rise in final expenditures—GNP net of inventory 
accumulation— slowed in the second quarter. Final sales 
climbed $28 billion, down from the massive $46.8 bil
lion advance of the first quarter. All the components 
of final spending moved higher, but most gains were 
relatively moderate. In particular, the increases in personal 
consumption and business fixed investment spending were 
considerably smaller than in the preceding quarter.

Personal consumption expenditures expanded by $15.7

billion in the second quarter, a sharp decline from the 
huge first-quarter advance of $26.8 billion. The increase 
in outlays on consumer durables shrank to $0.9 billion in 
the April-June interval following an enormous $9.3 billion 
burst in the initial quarter of the year. Indeed, after adjust
ing for higher prices, expenditures on consumer durables 
actually fell in the quarter as automobile sales and sales of 
other durable goods softened from their very strong first- 
quarter performance. The growth in spending on nondu
rable goods also moderated from the large increase in the 
previous quarter. On the other hand, the climb in outlays 
for services topped the gain of the first quarter.

The outlook for consumer spending in the months ahead 
is complicated by several factors. The price freeze, in effect 
on most products until August 13, could induce consumers 
to step up their purchases in the near term in anticipation 
of higher prices when the freeze ends. In July, domestic 
auto sales were at a healthy 10.3 million unit annual rate. 
On the other hand, increased uncertainty about the eco
nomic outlook may restrain consumer spending. Retail
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sales remained below their March peak throughout the 
second quarter. .Moreover, the University of Michigan’s 
index of consumer sentiment has declined steadily since 
the third quarter of 1972 to reach in May its lowest level 
since the 1969-70 recession. According to the Michigan 
survey, consumers are concerned about both their personal 
financial circumstances and prospects for business activity 
in general. A more recent survey conducted by the Confer
ence Board reported that consumers have reduced their 
plans to buy automobiles and homes from the high levels 
indicated in the spring.

In the latest revisions of the GNP data, the personal 
saving rate—the ratio of savings to disposable personal 
income—was significantly reduced for the past year, re
flecting a larger rise in spending than previously reported. 
According to the revised estimates, the saving rate dropped 
sharply in the first half of 1972 and has changed little, on 
balance, since then. The slowdown of the growth in con
sumer spending in the second quarter was accompanied 
by a slight rise in the saving ratio to 6 percent, the rate 
that prevailed on average during much of the 1960’s. By 
comparison, the saving rate stood at 5.9 percent in the first 
quarter of this year and at 5.8 percent in the second 
quarter of 1972.

Business fixed investment grew by $3.5 billion in the 
second quarter, only about half the strong expansion of 
the preceding three-month interval. This slackening was 
concentrated in spending for producers’ durable equip
ment. In particular, purchases of trucks dropped off after 
a very strong performance earlier in the year. Notwith
standing this moderation, the expansion of business fixed 
investment was at a robust 17 percent annual rate over 
the first half of the year. This increase falls between the 
13 percent expansion expected by the Commerce Depart
ment in its May survey of plant and equipment investment 
plans and the 19 percent rate projected in the McGraw- 
Hill spring survey which was supported in a special follow- 
up survey. In light of the diminishing reserve of unused 
productive capacity and the results of the capital spending 
surveys, it seems likely that investment outlays will remain 
strong in coming months.

Residential construction spending inched up by only 
$0.5 billion in the second quarter, providing additional 
evidence that the boom in housing is over. Other measures 
of housing activity confirm the slackening in home build
ing apparent in the national income accounts and presage 
further weakening in residential building. Housing starts 
fell from an average 2.4 million units at an annual rate 
in the first quarter to a 2.2 million rate in the second 
quarter. Similarly, newly issued building permits were off 
12 percent, relative to the first-quarter average.

C h a rt II

RECENT CHANGES IN GROSS NATIONAL PRODUCT 
AND ITS COMPONENTS
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Government purchases of goods and services contrib
uted about $6.5 billion to the second-quarter GNP advance. 
Expenditures of state and local governments increased by 
a substantial $5.5 billion, $0.5 billion above the rise of 
the previous quarter. The recent rapid gains in state and 
local government spending undoubtedly reflect the favor
able budget position of many of these governments and 
the receipt of funds from general revenue sharing. Federal 
spending moved up by a modest $1 billion in the April-June 
period. Defense spending accounted for only a small por
tion of this increase.

W A G E S ,  C O L L E C T I V E  B A R G A I N I N G  A G R E E M E N T S ,  

P R O D U C T I V I T Y ,  A N D  E M P L O Y M E N T

The rate of wage gains continues moderate, on bal
ance. During the April-June period, wage and benefit in
creases agreed upon in collective bargaining situations
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involving 5,000 or more workers remained at about the 
moderate pace of the first quarter. Settlements concluded 
in the first six months of 1973 provided for mean life-of- 
contract wage and benefit increases at a 6.2 percent average 
annual gain, compared with a 7.4 percent rate in the pre
vious year. The latest figures represent a decline from the 
extremely high 1970-71 rates, when wage and benefit 
growth averaged 8.9 percent over the life of the contract. 
(These data do not include the cost-of-living adjustments 
contingent on movements in consumer prices.) In addi
tion, the recent contract negotiations have been settled 
without disruptive strikes. During the first six months of 
this year the percentage of working time lost because of 
strikes was the smallest in nine years, even though con
tract negotiations involve nearly as many workers as in 
the peak years of 1970 and 1971. Of course, the labor 
calm may not persist in light of the negotiations in major 
industries scheduled for later this year.

In the second quarter, compensation per hour of work 
in the private economy rose at a 7.2 percent seasonally

Chart III

LABOR COMPENSATION, PRODUCTIVITY, AND 
UNIT LABOR COST IN THE PRIVATE ECONOMY
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Source: United States D ep a rtm en t of Labor, Bureau of Labor Statistics.

adjusted annual rate, considerably smaller than the 9.4 
percent expansion in the January-March period. Since the 
first-quarter compensation data were inflated by greater 
social security taxes paid by employers, the large difference 
between the quarterly figures exaggerates the deceleration. 
The second-quarter rise in compensation is the same as the 
gain experienced during the four quarters ended in June 
(see Chart III).

The hourly earnings index—which is adjusted for inter
industry employment shifts and overtime in manufacturing 
—is the closest available approximation of basic wage 
rates for the private nonfarm sector’s 51 million production 
workers. In July, the index rose at a 4.9 percent seasonally 
adjusted annual rate, bringing the growth over the most 
recent twelve months to 6.1 percent.

Productivity, as measured by output per hour of work 
in the private economy, showed no growth in the second 
quarter after rising at a 3.9 percent annual rate in the 
January-March period. Excluding the farm sector, where 
productivity changes tend to fluctuate widely from quarter 
to quarter, productivity fell slightly in the second quarter, 
the first decline since the fourth quarter of 1970. The drop 
in nonfarm productivity came after six quarters of growth 
considerably above the long-run trend rate of increase. 
The abrupt halt in the increase in productivity shown in 
the preliminary statistics seems inconsistent with the small 
moderation in the expansion of industrial production. 
Since there was no productivity improvement to help off
set the continued rise in compensation per hour of work, 
unit labor costs moved sharply higher at a 7.7 percent 
annual rate, the fastest rise since the first quarter of 1970.

The labor market changed little from June to July. Ac
cording to the monthly survey of households, both the 
civilian labor force and employment decreased slightly in 
July following the exceptionally large gains recorded dur
ing the preceding month. The overall unemployment rate 
slipped to 4.7 percent, its lowest level in more than three 
years; in comparison, the rate of unemployment was 5.6 
percent a year earlier. During July, the jobless rate for 
adult males moved down to 3 percent from 3.2 percent in 
June. Meantime, the unemployment rate for adult women 
was unchanged at 4.9 percent, and the volatile teen-age 
jobless rate rose from 13.3 percent to 14.4 percent.

In the separate July survey of establishments, nonfarm 
payroll employment generally continued at the June levels. 
An increase in employment in the service industries was 
largely counterbalanced by a decline in manufacturing em
ployment. While the number of workers on factory pay
rolls declined during July, the average workweek of manu
facturing production workers advanced 0.3 hours to 40.9 
hours. Overtime remained at 3.8 hours per week.
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P R I C E  D E V E L O P M E N T S

Prices continued to rise at unacceptably rapid rates up 
to the imposition of the price freeze on June 13. All of 
the major price measures—the implicit GNP deflator for the 
second quarter, the consumer price index, and the whole
sale price index—gave clear signs of the severity of the infla
tion prior to the price freeze. While the freeze has already 
resulted in some improvement in the wholesale price index, 
it is doubtful that any abatement in underlying inflationary 
pressures has been achieved. The most severe price pres
sures have been concentrated in areas of extremely strong 
demand, such as food, fuel, livestock feed, and many unpro
cessed industrial nonferrous metals. In an effort to restrain 
the inflation, the Phase Four controls, scheduled for imple
mentation on August 13, will allow only a dollar-for-dollar 
pass-through of cost increases in most industries. While 
the many special regulations covering specific industries 
considerably complicate the price picture, the narrow 
margin of idle productive resources in the economy sug
gests that inflationary pressures will remain strong.

According to the preliminary data, the implicit GNP 
price deflator surged at an extraordinary 6.8 percent sea
sonally adjusted annual rate in the second quarter, the 
fastest climb since the first quarter of 1951 when prices 
were affected by the Korean war. The rise in the April- 
June period came on the heels of the exceptionally large
6 percent rise in the initial quarter of the year. Rapid as 
these increases are, the fixed weight GNP price index, 
which is based on the composition of spending in 1967, 
has risen even more sharply in recent quarters. In the 
second quarter the fixed-weight index climbed at a 7.2 
percent annual rate, and over the past year this index has

advanced 5.5 percent. These figures probably give a better 
reading of the breadth and intensity of recent price pres
sures in the economy than does the implicit deflator.

At the retail level, consumer prices climbed in June at 
nearly a 7 percent seasonally adjusted annual rate. Over 
the first six months of 1973, consumer prices jumped at a 
7.8 percent annual rate, the fastest rise in twenty-two years. 
Food prices have long been the chief culprit in the unsatis
factory consumer price situation. While the rate of in
crease in consumer food prices has braked from the ex
traordinary advance of the first quarter, these prices still 
moved upward at a very disturbing 11 percent annual rate 
in June. In the meantime, increases in the prices of non
food commodities and services have been accelerating. 
The prices of gasoline, fuel oil, household durable goods, 
and used cars all rose sharply in June. Over the second 
quarter as a whole, prices of nonfood commodities climbed 
at a 5.3 percent annual rate by comparison with an increase 
in the first quarter at less than a 4 percent pace.

After skyrocketing over the first six months of the year, 
wholesale prices in July fell at a 17 percent annual rate, 
the steepest drop in twenty-five years. The first decline in 
the wholesale index in almost two years reflected a sharp 
plunge in the prices of farm products and processed foods 
and feeds. In turn, a drop in the price of soybeans, which 
have been subject to export controls, accounted for much 
of the decline in the agricultural commodities component. 
However, since the survey of wholesale prices was taken, 
the prices of many farm goods have climbed again, so that 
the improvement in the index is likely to be short-lived. The 
price freeze apparently has had some success in holding 
wholesale prices of industrial commodities steady; industrial 
prices rose at just a 0.7 percent annual rate in July.
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Monetary and Financial Developments in the Second Quarter

During the second quarter of 1973 the growth of 
most of the monetary aggregates accelerated substan
tially. The narrowly defined money supply (Mi) rose at 
a 10.3 percent seasonally adjusted annual rate following 
a sluggish 1.7 percent gain from January to March. The 
growth in the broad money supply (M2) also climbed 
significantly above its first-quarter pace. On the other 
hand, the rate of growth of the adjusted bank credit proxy 
slowed somewhat as the result of both a less explosive 
expansion in large-denomination certificates of deposit 
(CDs) than in the preceding three months and an actual 
decline in the level of United States Government deposits 
at member banks. Reserves available to support private 
nonbank deposits (RPD) expanded more rapidly than in 
the preceding quarter. Despite this gain in reserves, the 
effective rate on Federal funds rose sharply over the period 
as the monetary authorities resisted the rapid growth in 
the aggregates.

The expansion in bank credit slowed in the second 
quarter from its very rapid first-quarter pace. Business 
loans advanced at a very substantial 20 percent rate, but 
this was still only about half the rate of gain experienced in 
the first quarter. Commercial banks made a modest addi
tion to their portfolios of United States Government and 
other securities in the April-June period, in contrast to the 
liquidation of such investments during the first quarter.

On balance, both short- and long-term interest rates 
rose over the second quarter. The rise in short-term rates 
was particularly sharp and was accompanied by successive 
increases in the Federal Reserve discount rate. Effective 
July 2, the discount rate was raised to 7 percent, equaling 
the record high established more than fifty years ago. 
Simultaneously with the announcement of this increase, 
the Board of Governors of the Federal Reserve System 
raised reserve requirements on most demand deposits at 
member banks. These moves, designed to restrain the 
continuing excessive expansion in money and credit, 
contributed to additional steep increases in short-term 
interest rates. By mid-July, rates on many of these instru
ments had reached or surpassed their peaks of 1969-70.

T H E  M O N E T A R Y  A G G R E G A T E S

Mi—private demand deposits adjusted plus currency 
outside commercial banks—grew at a rapid seasonally 
adjusted annual rate of 10.3 percent during the second 
quarter of 1973, following a modest gain of 1.7 percent in 
the preceding quarter (see Chart I). This acceleration 
brought the growth in Mx for the year ended in June to a 
strong 7.4 percent. The major source of the second- 
quarter growth in Mx was a 10.5 percent rise in its demand

Chart I
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deposit component. These deposits, which were essentially 
unchanged during the first three months of the year, ad
vanced at an increasingly rapid pace over the April- 
June period. In addition, the currency component of Mx 
grew substantially over the quarter. The larger than antic
ipated Federal income tax refunds during the period may 
well have been a factor in the strong Mx growth. These 
funds were transferred from Treasury accounts, which are 
excluded from Mx, to private accounts and may at least in 
part have been added to checking and currency balances.

The growth of M2—consisting of Mx plus time deposits 
other than large CDs— also accelerated in the second 
quarter, though less strongly than M 1. Net flows into the 
time deposit component of M2 have been slowing this 
year, primarily as a result of the substantial rise in short
term market interest rates in recent months. Compared 
with an increase of 13.3 percent in 1972, the gain in such 
time deposits amounted to 9.5 percent and 8.7 percent in 
the first and second quarters of 1973, respectively. This 
deceleration was more than offset by the growth in demand 
deposits, however, and M2 expanded at a seasonally ad
justed annual rate of 9.5 percent in the April-June period, 
up from 5.7 percent in the previous quarter. Over the first 
half year as a whole, M2 advanced 7.7 percent at a 
seasonally adjusted annual rate.

In contrast to the money supply measures, growth in 
the adjusted bank credit proxy—member bank deposits 
subject to reserve requirements plus certain nondeposit 
liabilities— slowed somewhat in the second quarter. Never
theless, the proxy expanded at a rapid 12.2 percent rate 
over the period after rising at a 15 percent pace for 
the first three months of the year. In comparison, the 
proxy grew 11.6 percent in 1972 and 9.4 percent in 
1971. United States Government deposits at member 
banks, seasonally adjusted, fell by some $2.4 billion over 
the second quarter as the Treasury made a revenue-sharing 
payment to state and local governments and refunded 
an unusually large amount of withheld income taxes. An 
additional factor contributing to the proxy’s slowing was 
a marked deceleration in the growth of CDs outstanding 
at member banks. After climbing at an annual rate of 
108 percent in the first quarter, CD growth slowed pro
gressively from 83 percent in April to only 5.8 percent in 
June. CDs became an increasingly expensive source of 
funds to banks over the period—banks were bidding as 
high as 8.5 percent for three-month CDs by the end of 
June. In addition, the cost of CDs to many banks was 
boosted by the imposition of a marginal reserve require
ment against additions to the amounts outstanding. To 
slow CD growth and thus bank credit expansion, effective 
June 7 the Federal Reserve applied an 8 percent reserve

Chart II
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requirement—the existing 5 percent plus a supplemental 
3 percent—to increases in the combined total of CDs and 
bank-related commercial paper above the level outstand
ing in a base period.1 This regulation applies only to banks 
with such liabilities in amounts of $10 million or more. 
The Board also removed Regulation Q ceilings from all 
maturities of large CDs to enable banks to restore a more 
balanced deposit structure, but only a small amount of 
lengthening had occurred by the end of June.

RPD expanded at a fast seasonally adjusted annual rate 
of 12 percent in the second quarter (see Chart II), 
following gains of 10.5 percent in the firet quarter and 
9.7 percent over the year 1972. The growth in RPD from 
April to June resulted from a substantial increase in non
borrowed reserves rather than from borrowing at the dis
count window. On a seasonally adjusted basis, nonbor
rowed reserves grew at a 17 percent annual rate in the 
second quarter, though the unadjusted rate was a quite

1 See this Review (June 1973), pages 136-37 for details. Later, 
reserve requirements were also imposed on finance bills. See this 
Review (July 1973), pages 164-65.
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modest W 2 percent. Member bank borrowings from the 
Federal Reserve remained at quite a high level over the 
period. Despite the rise in the discount rate to 6 V2 per
cent early in June, there still was incentive for banks to 
borrow from the Federal Reserve rather than in the 
Federal funds market. The average effective rate on Fed
eral funds climbed to 8.59 percent in the statement week 
ended June 27 from 7.11 percent three months earlier. 
Over the first six months of this year, the Federal funds 
rate increased by 3 V4 percentage points, compared with a 
rise of only IV4 percentage points over all of 1972.

B A N K  C R E D I T ,  I N T E R E S T  R A T E S ,  A N D  

T H E  C A P I T A L  M A R K E T S

Total bank credit grew at a more temperate pace in 
the second quarter than over the preceding six months. 
Adjusted to include net loan sales to affiliates, bank credit 
increased at a 9.8 percent seasonally adjusted annual rate 
over the April-June interval, compared with rises of 18.4 
percent and 16.4 percent in the first quarter 1973 and the 
fourth quarter 1972, respectively (see Chart III). While 
remaining quite strong, growth in loans to businesses, non
bank financial institutions, and consumers decelerated 
somewhat in the second quarter, and loans for purchasing 
and carrying securities continued the decline that began 
two quarters earlier.

Business loans rose 20.3 percent at an annual rate in 
the second quarter, still a very sizable increase but sub
stantially less than the expansion in the preceding three 
months. On April 16 the Committee on Interest and 
Dividends approved a dual prime rate system under which 
the lending rate charged by commercial banks to large 
businesses is allowed to respond flexibly to changes in 
money market conditions provided that the changes are 
made gradually. Under this new system, the large business 
prime rate rose in several steps from 6 V2 percent at the 
end of March to 13A  percent at the end of June. At the 
close of the quarter this rate was still V2 percentage point 
below the rate on prime dealer-placed four- to six-month 
commercial paper, but the substitution of bank loans for 
borrowing in the commercial paper market appears to 
have subsided. After falling by a total of $4 billion over 
the first four months of the year, nonbank-related dealer- 
placed commercial paper outstanding increased by $700 
million during May and June.

Commercial banks increased their securities holdings at 
a modest 2.2 percent seasonally adjusted annual rate in 
the second quarter. This followed a small decline in the 
preceding three-month period when some holdings of 
United States Government securities were liquidated to

Chart III
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meet the exceptionally strong loan demand. Over the first 
half of this year, banks reduced their holdings of securities 
at a 0.6 percent annual rate, compared with an 8.5 percent 
rise during 1972.

Interest rates on most short-term instruments leveled 
off or declined during April and early May but then rose 
steadily over the remainder of the period. After climbing 
by about IV4 percentage points in the first quarter, the 
rate on three-month Treasury bills increased by an addi
tional IVs percentage points over the second quarter 
(see Chart IV), closing the period at 7.52 percent. The 
rate on four- to six-month dealer-placed commercial paper 
also rose by about 1% percentage points from the end 
of March to the end of June, while the rate on ninety-day 
bankers’ acceptances advanced by IV2 percentage points 
to 8% percent over the interval.

These increases in short-term rates applied further up
ward pressure upon long-term interest rates, but the rela
tively modest supply of new long-term bond issues con
tinued to moderate the rise. New corporate bond offerings 
amounted to $5.6 billion in the second quarter, well under 
the total of $7.4 billion in the same quarter a year ago. State 
and local government bond issues totaled $5.4 billion in the 
three months ended in June, somewhat lower than the
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$6.2 billion raised in the comparable period of 1972. 
However, new issues of Federal agency securities were 
well above the borrowing of a year earlier. Rates on long
term United States Government bonds rose about 19 basis 
points in the second quarter. Corporate bond rates—as 
measured by the Federal Reserve Board’s index of yields on 
recently offered utility bonds adjusted to an Aaa basis— 
rose 22 basis points over the quarter to 7.72 percent, 
reflecting a sharp rise in June. Rates in the municipal bond 
market were essentially unchanged, however, as The Bond 
Buyer index of twenty municipal bond yields was 5.25 
percent at the end of June, compared with 5.26 percent 
in March.

T H R I F T  I N S T I T U T I O N S

With the continued rise in market interest rates above 
those paid on deposits at savings and loan associations 
and mutual savings banks, deposit flows to these institu
tions slowed further during the second quarter (see Chart 
V ). Deposit gains at savings and loan associations were 
at a seasonally adjusted 10.4 percent annual rate over the

period, while deposits at mutual savings banks grew 
6.6 percent. These increases were considerably smaller 
than the gains registered in the corresponding quarter a 
year earlier, but they are decidedly more rapid than in 
1969 when market rates were only slightly higher than 
in the second quarter of this year. Early in July the 
interest rate ceilings on passbook accounts and other 
consumer-type time deposits at thrift institutions and com
mercial banks were raised,2 but the spread between these 
and market rates remains quite large.

Despite the slowdown in deposit flows, there was little 
deceleration in the growth of mortgage holdings at the 
thrift institutions in the most recent quarter. In fact, mort
gage holdings at savings banks rose more rapidly during 
the first half of 1973 than in 1972. Savings and loan

2 See “The Money and Bond Markets in July”, Table I (this 
Review), page 198.

Chart IV

SHORT-TERM INTEREST RATES

Note: Yield* on three-month Treasury bills and four- to six-month commercial paper 
are monthly averages of daily figures. The prime rate is the interest rate posted 
by major commercial banks on short-term loans to their most creditworthy large 

business borrowers..

Source: Board of Governors of the Federal Reserve System.

Chart V

THRIFT INSTITUTION DEPOSIT FLOWS 
AND HOME MORTGAGE LENDING

S easonally  adjusted an n u a l rates

Note: Mutual savings bank mortgage statistics for the second quarter of 1973 
are based on April and M ay data.

Sources: Federal Home Loan Bank Board and National Association of Mutual 
Savings Banks.
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associations increased their mortgage lending at a substan
tial pace in the second quarter as well, and outstanding 
mortgage commitments at savings and loan associations 
remain very high. To maintain the high level of mortgage 
lending activity, the associations reduced their liquid asset 
holdings and raised their borrowings from the Federal 
Home Loan Banks to record levels.

Mortgage interest rates increased modestly in the sec
ond quarter. The effective rate on conventional mortgage

loans rose from 7.68 percent to 7.76 percent over the 
period. Ceiling rates on Federal Housing Administration 
(FHA)-insured and Veterans Administration-guaranteed 
mortgages were increased by % percentage point in early 
July, and some states have recently raised the permissible 
maximum rates for conventional mortgages. The higher 
rate on FHA-insured mortgages was not immediately ef
fective, however, because of a Congressional delay in ex
tending the agency’s authority for providing such insurance.
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The Money and Bond Markets in July

Interest rates increased markedly during July, with 
yields on short-term instruments rising to record levels. 
Rates rose dramatically early in the month in the wake 
of Federal Reserve actions boosting the discount rate to 
7 percent and raising reserve requirements on most de
mand deposits at member banks. While rates leveled off 
temporarily before midmonth in response to improvement 
in the international position of the dollar, they soon re
sumed an advance which persisted over the remainder of 
the period. The announcement, on July 18, of Phase Four 
of the economic controls program had little impact, as 
participants were convinced that the Federal Reserve 
would maintain its restrictive stance. Treasury bill rates 
climbed substantially over the month as a whole. Yields 
on Government coupon securities moved up as concern 
over inflation and pressures in the money market con
tinued. As evidence of the Federal Reserve’s restrictive 
stance mounted, market participants backed away late in 
the month from the Treasury’s offering of $2 billion of 
notes due in 1977 and $500 million of twenty-year bonds. 
Prices dropped sharply, and public interest proved quite 
limited in the longer issue. Yields on corporate and tax- 
exempt bonds increased dramatically in July, particularly 
late in the month.

In response to the rapid rise in short-term interest rates 
and the potential danger of disintermediation, the Board 
of Governors of the Federal Reserve System, together with 
the Federal Home Loan Bank (FHLB) Board and the 
Federal Deposit Insurance Corporation (FDIC), on July 5 
raised the ceilings on interest rates member banks and 
thrift institutions may pay on passbook savings and other 
consumer-type time deposits (see Table I). In a further 
effort to allow these institutions to be more competitive, a 
new category of consumer time deposit was established. 
This deposit is not subject to an interest rate ceiling; how
ever, the deposit must have a minimum maturity of four 
years and have a minimum denomination of $1,000.

The growth of both Mi—defined as demand deposits 
adjusted plus currency outside banks— and M2, which also 
includes time and savings deposits other than large cer
tificates of deposit (CDs), slowed during July, but growth

in recent months was still greater than desired. The growth 
of the adjusted bank credit proxy was at a more moderate 
rate in July than that during the past few months, largely as 
a result of a sharp decline in Treasury deposits at member 
banks. Large-denomination CDs outstanding increased 
substantially again in the month.

B A N K  R E S E R V E S  A N D  T H E  M O N E Y  M A R K E T

Pressure in the money market increased considerably 
during July, as the Federal Reserve sought to restrict the 
growth in money and credit. The average effective rate on 
Federal funds rose from 8.59 percent in the June 27 state
ment week to 10.57 percent in the statement week ended 
August l .1 Average required reserves rose $1.2 billion 
above June levels, in part because of the increase in re
serve requirements on member bank demand deposits 
which became effective in mid-July. The monetary author
ities provided nonborrowed reserves reluctantly in reaction 
to this expanded demand for reserves. Consequently, 
member banks bid aggressively for Federal funds and 
stepped up their borrowings from the Federal Reserve 
Banks as well. Borrowings from the discount window 
averaged $1.97 billion in July (see Table II), compared 
with $1.79 billion borrowed in June. With the spread be
tween the cost of Federal funds and Euro-dollars narrow
ing, banks also began to utilize the Euro-dollar market to 
a greater extent.

Other short-term interest rates also rose significantly in 
July (see Chart I). In attempting to attract additional 
funds, large banks have raised offering rates on short-term 
CDs considerably. These rates have risen to such an ex
tent that some smaller banks are now investing in the CDs

1 Beginning July 19, 1973 the daily effective Federal funds rate 
is calculated as a “weighted average”, reflecting the volume of ac
tivity at each rate at which transactions occur. Previously, the 
effective rate was defined as the most representative rate for the 
day, usually the rate at which most transactions through Federal 
funds brokers occurred.
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of large city banks, particularly in New York. The small 
banks are using large CDs as an alternative investment to 
supplying funds in the overnight market, and are thereby 
extending the maturity of their liquid assets. With the cost 
of funds rising sharply, commercial banks raised their 
prime lending rate for large business borrowers by 1 per
centage point over the month in a series of Va percentage 
point steps. The prime rate reached a level of 8% percent 
at virtually all major banks by the month end. This rep
resented the highest rate banks have charged their prime 
business customers since the practice of a publicized prime 
rate became common about forty years ago. Rates on

Table I

NEW  IN T ER EST RATE C EIL IN G S O N  SAVINGS DEPOSITS A N D  TIM E 
D EPOSITS IN  D EN O M IN A TO N S O F LESS T H A N  $100,000

In percent per annum

Institution and instrument New maximum
Previous

maximum

FDIC-insured commercial banks

Passbook savings .................................................................... 5.00 4.50

Time deposits m atu rin g  in:

90 days to 1 year ................................................................ 5 .50 5.00

1 year to 2 Y2 years .............................................................. 6.00 5 .50*

2 V2 years an d  over ................................................................ 6.50 5.75

4 years an d  over (m inim um

denom ination  of $ 1 ,000) ................................................... no ceiling 5.75

FDIC-insured mutual savings banks

Passbook savings ...................................................................... 5.25 5.00

Tim e deposits m atu rin g  in:

90 days to 1 year .................................................................. 5.75 5.25

1 year to 2V2 years .............................................................. 6.50 5 .7 5 t

2 V2 years an d  over .............................................................. 6.75 6.00

4 years an d  over (m inim um

denom ination of $1 ,000) ................................................ no ceiling 6.00

FH LB  member savings and loan 
associations

Passbook savings ...................................................................... 5.25 5.00

Tim e deposits m atu rin g  in:

90 days to 1 y e a r .................................................................. 5.75 5.25

1 r e a r  to 2xk  years .............................................................. 6 .5 0 t 5 .7 5 t

2Vz years an d  over .............................................................. 6.75* 6.00

4 years an d  over (m inim um

denom ination  of $ 1 ,000) ................................................ no ceiling 6.00

* 5.50 percent for one to two years; 5.75 percent for two years or more, 

t  5.75 percent for one to two years; 6.00 percent for two years or more. 

t  Subject to  varying m inim um  denom ination  requirem ents.

Sources: B oard  of Governors of the F ed era l Reserve System , F ed era l Deposit Insurance 
Corporation, an d  F ed era l Home L oan B an k  B oard.

commercial paper climbed steadily throughout the month. 
The rate on 90- to 119-day commercial paper advanced 
l 3/8 percentage points over the month and closed at 9% 
percent. Over the past three months, the rate on such paper 
has risen a total of 23A  percentage points. Thus, despite 
persistent increases in the commercial bank prime rate, 
bank loans have continued to be attractive in relation to 
borrowing in the commercial paper market. Rates quoted 
by dealers in bankers’ acceptances increased by VA per
centage points over the month.

In response to the pronounced increases in market in
terest rates in recent months, the authorities regulating 
depository institutions raised in July the interest rate ceil
ings that banks and thrift institutions may pay on pass
book savings and other consumer time deposits. Specifi
cally, on July 5 the Board of Governors of the Federal 
Reserve System raised the interest rate ceilings that mem
ber banks may pay on passbook savings accounts by V2 

percentage point and on other time deposits of less than 
$100,000 by Va to ¥4 percentage point. The new sched
ule of ceilings was made effective as of July 1 and applies 
to both single- and multiple-maturity deposits. Interest rate 
ceilings on consumer-type time deposits were last increased 
on January 21, 1970. Additionally, member banks were 
authorized to offer four-year time deposits with a mini
mum denomination of $1,000 without any interest rate 
restriction. Subsequently, the amount of such deposits 
that a bank may issue was limited to 5 percent of its total 
time and savings deposits. Penalty provisions for payment 
of time deposits prior to maturity were also modified.2 The 
FDIC and the FHLB Board announced on the same day 
similar changes in interest rate ceilings for the institutions 
under their jurisdiction, with the exception that ceilings on 
passbook accounts at thrift institutions were raised by only 
XA  percentage point. These increases in interest rate ceilings 
were taken both to enable the financial institutions to com
pete more effectively for consumer deposits and to provide 
consumers with a higher return in an environment where 
many interest rates have risen substantially.

Many banks and thrift institutions rapidly adjusted their 
rates to the new ceilings and introduced deposits of vary
ing maturity, minimum balance, and interest rate to fill 
the “no ceiling” four-year deposit category. The most 
common rate offered on the new four-year certificates was
7 percent. With the increase in deposit ceilings, some

2 Under the new rule, a bank may pay a time deposit at any 
time before maturity but only at the passbook rate for the period 
held, less three months interest.
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Percent MONEY MARKET RATES

Chart I

SELECTED INTEREST RATES
M a y -J u ly  1973 BOND MARKET YIELDS Percent

14.00

New Aaa-rated 
public utility bonds

Aaa-rated seasoned 
corporate bonds

M a y June

1973

July

■ 13.00

- 12.00

■ 11.00

■ 10.00

- 9.00

8.00

1973

Note: Data are shown for business days only.

M O NEY MARKET RATES QUOTED: Bid rates for three-month Euro-dollars in London; offering 

rates (quoted in terms of rate of discount) on 90- to 119-day prim e commercial paper 
quoted by three of the five dealers that report their rates, or the midpoint of the range  
quoted if no consensus is ava ilab le ; the effective rate on Federal funds (the rate most 
representative of the transactions executed); closing bid rates (quoted in terms of rate of 
discount) on newest outstanding three-month Treasury bills.

BOND MARKET YIELDS QUOTED: Yields on new A aa-rated public utility bonds are based 
on prices asked by underwriting syndicates, adjusted to make them equivalent to a

standard A aa  bond of at least twenty years ’ maturity; daily  averages of yields 
on seasoned A aa-rated  corporate bonds; daily  averages of yields on long 
term Government securities (bonds due or ca llab le  in ten years or more) and  
on Government securities due in three to five years, computed on the basis of 
closing bid prices; Thursday averages of yields on twenty seasoned twenty-year 
tax-exem pt bonds (carrying Moody's ratings of A aa , Aa, A, and Baa).

Sources: Federal Reserve Bank of New York, Board of Governors of the Federal 
Reserve System, Moody's Investors Service, Inc., and The Bond Buyer.

states were induced to raise their ceilings on mortgage 
interest rates so that thrift institutions could meet, prof
itably, the demand for mortgage funds.

The monetary aggregates continued to grow at a rapid 
pace in July. Preliminary estimates indicate that Mx ad
vanced at a seasonally adjusted annual rate of about 53A 
percent in that month, bringing the growth over the past 
three months to 9% percent at an annual rate (see 
Chart II). Over the twelve months ended in July, has 
increased by 6% percent. The growth of time deposits 
other than large negotiable CDs has been moderating 
steadily throughout the year. The combined effect of 
the growth of these time deposits and resulted in 
an expansion of the broad money supply (M2) at an

annual rate of 5 3A  percent in July. This is a somewhat 
slower pace than the growth experienced over the twelve 
months ended in July.

The adjusted bank credit proxy—which consists of daily 
average member bank deposits subject to reserve require
ments and certain nondeposit liabilities— expanded at an 
estimated 9 percent seasonally adjusted annual rate in 
July. This is a somewhat slower pace than the 13.8 percent 
rate of advance experienced during the first half of the 
year. Much of the slowing in growth of the proxy can 
be attributed to the decline in Government deposits during 
July. The growth in large CDs remained strong. CDs in
creased at a rate of 46.5 percent in July by comparison 
with the explosive 87 percent annual rate of gain posted
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Table I I

FACTORS T E N D IN G  TO IN C R EA SE OR D ECR EA SE 
M EM BER BANK RESERVES, JU L Y  1973

In  millions of dollars; (+ ) denotes increase 
(—) decrease in excess reserves

Factors

Changes in daily averages—  
week ended Net

chanaes

July
4

July
11

July
18

July
25

"Market” factors

M em ber b ank  required  reserves .................. — 687 +  159 — 744 — 521 —1 ,,793

O perating tra n sactio n s (s u b to ta l) ............... .— 1,470 - f  709 4 . 831 — 264 _ 194

F ed era l Reserve float ................................... — 485 + 1 ,5 3 4 4 - 129 — 528 + 650

Treasury operations* ..................................... — 533 — 357 +  776 +  72 _ 42

Gold a n d  foreign account ........................... — 31 +  24 +  3 — 124 _ 128

Currency outside banks ............. ................. — 253 — 381 — 239 +  326 _ 547

O ther F ed era l Reserve lia b ilitie s  

a n d  cap ita l ..................................... ................. — 167 _  111 +  162 — 11 __ 127

T otal “ m ark et”  factors ............................... —2,157 4 - 868 + OO — 785 — 1,987

Direct Federal Reserve credit 
transactions

Open m arket operations (s u b to ta l) ............. + 1 ,9 3 7 — 793 +  250 — 22 + 1 ,3 7 2

O utright holdings:

T reasury securities ........................................ +  732 4 - S6 +  171 — 112 + 877

B an k ers’ acceptances ................................... — 2 — 4 — 6 — 5 — 17

Fed e ra l agency obligations ........ ............... — — - +  144 + 144

R epurchase agreem ents:

T reasury securities ........................................ 4 - 989 — 765 +  92 — 25 + 291

B an k ers’ acceptances ................................... 52 — 33 — 6 +  4 + 17

F e d era l agency obligations ........................ +  166 — 77 — 1 — 28 + 60

M ember bank  borrow ings ................................. +  552 — 721 +  42 +  358 + 231

Seasonal borrow ings! ................................... +  18 +  6 — +  11 + 35

O ther F e d e r a l R eserve a s s e tst  ...................... +  97 — 8 +  87 +  61 + 237

Total§  .................................................................. + 2 ,5 2 6 — 1,522 +  379 +  396 + 1 ,779

Excess reserves* ................................................... +  369 — 654 +  466 — 389 — 208

Daily average levels Monthly
averages

Member bank:

T otal reserves, including vault cash? ......... 33,280 32,467 33,677 33,809 33,30811

R equired reserves ................................................ 32,687 32,528 33,272 33,793 33,07011

Excess reserves§ ................................................... 593 — 61 405 16 23811

T otal borrow ings ................................................ 2 ,401 1,680 1,722 2,080 1,971 ||

Seasonal borrow ingsf ................................... 111 117 117 128 11811

N onborrow ed reserves ........................................ 30,879 30,787 31,955 31,729 31,3371!

N et carry-over, excess or deficit ( — ) #  . . . 100 216 17 227 14011

N o te : B ecause of rounding, figures do n ot necessarily  a d d  to totals.

*  Includes changes in  T reasury currency a nd  cash, 

t  Included  in to ta l m em ber bank borrowings. 

t  Includes assets denom inated in foreign currencies.

§ A djusted to  include $112 m illion of ce rta in  reserves deficiencies on w hich penalties can 
be waived for a tra n s itio n  period in  connection w ith  bank  a d a p ta tio n  to R egulation 
J  as am ended effective Novem ber 9, 1972. The ad ju stm en t am ounted to $450 m illion 
from  Novem ber 9 through  Decem ber 27, 1972, $279 m illion from  D ecember 28, 1972 
through  M arch 28, 1973, $172 m illion from  M arch 29 through  Ju n e  27, 1973.

II Average for four weeks ended Ju ly  25.

5  N ot reflected in d a ta  above.

over the first six months of the year. Reserves available to 
support private nonbank deposits grew at an annual rate 
of 16.5 percent in July.

T H E  G O V E R N M E N T  S E C U R I T I E S  M A R K E T

Treasury bill rates rose sharply in July, largely in re
sponse to the increasingly restrictive stance of monetary 
policy. Bill rates moved dramatically higher early in the 
month in the wake of the increase in the discount rate 
and the rise in member bank reserve requirements an
nounced in late June. In the weekly bill auction on July 2, 
the average issuing rates on both the three- and six-month 
bills were more than 70 basis points above the rates set 
at the previous auction. The issuing rate for the three- 
month bill advanced somewhat further over the rest of 
the month (see Table III) and finished 109 basis points 
above the rate set in the final auction in June. Similarly, 
the rate for the six-month bill at the July 30 auction was 
118 basis points above its month-earlier level. The yield 
on 52-week bills in the July 24 auction was 8.393 per
cent, 116 basis points above the month-earlier level.

Bill rates steadied briefly in the second week of July, 
as some temporary improvement in the dollar in the 
foreign exchange markets bolstered investor demand. On 
July 10, the Federal Reserve announced increases in most 
of the reciprocal currency arrangements, or swap lines, 
that it maintains with fourteen foreign central banks and 
the Bank for International Settlements, and market par
ticipants were encouraged by this step. However, rates 
soon resumed their climb. The upward momentum of 
rates was little affected by the disclosure, on July 18, 
of Phase Four of the Administration’s price controls pro
gram. It was expected that monetary policy would remain 
firm in any event. Against this background, bill rates 
advanced substantially over the remainder of the period 
to record levels.

The market for Treasury coupon securities was influ
enced by many of the same factors which affected the 
bill market. Prices were buoyed temporarily by develop
ments in the foreign exchange markets but declined over 
much of the month. Yields on three- to five-year issues 
rose by an average of 99 basis points over the month as 
a whole, while yields on longer term issues increased by 
about 46 basis points.

On July 25, the Treasury disclosed the terms for re
funding $4.7 billion of publicly held notes and bonds due 
to mature August 15. The Treasury announced that it 
would auction $2 billion of four-year 7% percent notes, 
$500 million of IV2 percent twenty-year bonds callable 
in fifteen years, and $2 billion of 35-day tax anticipation

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BANK OF NEW YORK 201

bills. For the bond auction, the Treasury employed the 
technique, which was used in the two preceding bond 
sales, of awarding all of the bonds at the price of the 
lowest accepted bid.

Following the announcement of the refinancing, rates 
on short-term Treasury bills adjusted upward while the 
prices of intermediate- and long-term Government securi
ties declined quite sharply. The price declines in the inter
mediate area were the largest on record. In the rapidly 
deteriorating market atmosphere, participants became 
increasingly cautious as the auctions approached, and 
the new notes and bonds met only limited demand. On 
July 31, the 734  percent notes were sold at an average 
issuing yield of 8.03 percent, considerably higher than had 
been anticipated when the refunding package was an
nounced. The IV2 percent bonds, auctioned August 1, were 
issued at an average yield of 8 percent. The public sub
scribed to only $260 million of the bonds.

Table I I I

A V ER A G E ISSU IN G  RATES*
AT R EG U LA R  TREASURY BILL AUCTIO N S

In percent

Maturities

T hree-m onth  

S ix-m onth  . .

Weekly auction dates— July 1973

July July July July July
2 9 16 23 30

7.987 7.991 7.967 8.114 8.320

8.011 8.019 8.023 8.272 8.476

Monthly auction dates— May-July 1973

May June July
24 26 24

F ifty-tw o weeks ..................................... 6 .818 7.235 8.393

• In te res t rates  on bills are  quoted  in term s of a 360-d ay  year, w ith the  discounts from  
p ar as the re tu rn  on th e  face am ount of th e  bills payable a t m atu rity . B ond yield 
equivalents, re la te d  to the  am ount actually  invested, would be slightly  higher.

Chart II

CHANGES IN MONETARY AND CREDIT AGGREGATES
Seasonally adjusted annual rates 

Percent Percent

N ote: D ata  for July 1973 are p re lim inary .

M l = Currency plus ad jus ted  dem and deposits held  by the public.

M 2 = M l plus com m ercial bank savings and time deposits held by the public, 
less nego tiab le  certificates o f deposit issued in denom inations of $100 ,000  

or more.

Adjusted bank cred it proxy = Total m em ber bank deposits subject to reserve  

requirem ents plus nondeposit sources of funds, such as Euro d o lla r  

borrowings and the proceeds of com m ercial p a p e r issued by bank hold ing  

com panies or other a ffilia tes .

Sources: Board of G overnors of the F ederal Reserve System and the 
Federal Reserve Bank of N e w  York.

Prices of Federal agency securities declined during 
July amid continued heavy new-issue activity. Early in 
the month the Federal Land Banks offered three issues 
totaling $1.1 billion. These securities, priced to yield from 
7.50 percent to 7.65 percent, received a mediocre recep
tion. On July 12, the FHLB Board priced $500 million of 
25-month bonds at 7.875 percent and $500 million of 37- 
month bonds at 7.80 percent. This offering failed to at
tract much investor interest. Other agency issues marketed 
later in the month similarly received unenthusiastic re
ceptions.

OTHER SECURITIES MARKETS

Rising money market rates and continued pessimism 
about inflation exerted downward pressure on prices of 
corporate and municipal bonds during July. Despite light 
dealer positions, prices of older corporate issues moved 
lower over the month as investors remained cautious 
about committing funds to long-term securities amid ex
pectations of further increases in short-term rates. New 
financing activity in the corporate sector was modest. 
On July 12, $125 million of twenty-year Aa-rated de
bentures was offered to yield 7.875 percent. This issue 
initially received a good reception, but sales subsequently 
encountered some resistance. Several relatively small util
ity oond issues offered during the month also sold slowly. 
During the final week of July, several utility issues were 
offered at the highest yields in over two years. Despite
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these attractive returns, investor interest was generally un- 
enthusiastic. One $75 million Aa-rated power company is
sue, priced to yield 8.50 percent in 2003, received lack
luster support even though this return was 25 basis points 
above that of a similarly rated utility offering in the pre
vious week.

Prices of tax-exempt bonds generally moved lower dur
ing July. On July 2, $86 million of Aa-rated bonds re
ceived a good reception when priced to yield from 4.40 
percent in 1974 to 5.25 percent in 1997, about 10 basis 
points more than yields, available on similar outstanding 
securities. The municipal* calendar increased later in the 
month, but legal technicalities forced the postponement of 
one issue and this aided sales of the others, as municipal

bond dealers were able to reduce their inventories. On 
July 10, $150 million of A-l rated bonds was priced to 
return from 4.40 percent in 1974 to 5.90 percent in 2003. 
Despite the generous yields, there was only moderate in
terest in this issue. Several smaller tax-exempt issues mar
keted later in July met good demand. The fourth week of 
July was dominated by the offering of $331 million of 
New York City A/BB-rated (Moody’s/Standard and 
Poor’s) bonds priced to yield 5.98 percent. This offering 
received strong support. The Bond Buyer index of twenty 
tax-exempt bond yields climbed from 5.25 percent on 
June 28 to 5.48 percent on July 26. The Blue List of 
dealers’ advertised inventories fell $111 million to $584 
million over the month.
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Competition and the Changing Banking 
Structure in New Jersey*

New Jersey is one of several states that in recent years 
have liberalized their banking statutes to permit commer
cial banks to expand through branching and merging over 
a widened geographical area within state boundaries. The 
1969 Banking Act amendments substantially broadened 
the possibilities for increased competition in local New 
Jersey banking markets, not only by permitting commer
cial banks wider powers of expansion, but also by allow
ing for the first time the formation of bank holding 
companies that control more than one bank. The ability 
of banking organizations to expand may be broadened 
even further through legislation recently passed by the 
New Jersey legislature. If enacted, this legislation will 
modify significantly the state’s home- and branch-office 
protection laws and permit statewide branching and merg
ing by commercial banks.

This article reviews the evolution of banking structure 
in the state during the past two decades and assesses the 
impact of the 1969 legislative changes on the development 
of increased competition and on the quality and cost of 
services available to the public in New Jersey. Evidence 
of the initial impact of the legislative change was gathered 
by the Federal Reserve Bank of New York in mid-1971 
from interviews held with 18 commercial banks in north
ern New Jersey. Additional evidence of the law’s impact 
was obtained from a study of the behavior of the operating 
revenues and expenses of a group of banks selected from 
the Paterson banking market. Thus far, this evidence 
indicates that increased competition has improved the

banking services available in the Paterson market without 
a significant adverse effect on bank profitability. The pend
ing 1973 liberalization of the banking law can be expected 
to have similar benefits for the users of banking services 
in New Jersey.

N E W  J E R S E Y  B A N K I N G  L E G I S L A T I O N  

IN  P E R S P E C T I V E

Effective in January 1969, the banking statutes of New 
Jersey were amended to allow commercial banks wider 
powers of expansion in three major respects.1 First, the 
state was divided into three geographical banking districts 
within which banks may merge and establish new (de 
novo) branches (see map). Second, branch-office protec
tion was lifted in communities having a population of 
7,500 or more. Third, the formation of statewide bank 
holding companies was permitted, subject to the limitation 
that no company may control 20 percent or more of the 
total commercial bank deposits in the state. The first two 
provisions became effective in July 1969, while the third 
became effective with the enactment of the legislation 
early in 1969.

Prior to 1969, the authority of commercial banks in New 
Jersey to expand geographically was sharply limited by 
the Banking Act of 1948.- Although this legislation 
permitted commercial banks to establish new branches out
side their home communities for the first time, the home- 
and branch-office protection features of the law severely

* Judith Berry Kunreuther, Economist, Banking Studies Depart
ment and Karen Kidder, Economist, formerly of that depart
ment, had primary responsibility for the preparation of this article. 
George Juncker, Economist, Banking Studies Department, also 
made a significant contribution to this article.

1 State of New Jersey, Laws of 1968, chapters 415, 416, 418, 
and 426. The law also authorizes wider branching and merging 
for savings banks and savings and loan associations. This article 
deals with the changes affecting commercial banks.

2 State of New Jersey, Laws of 1948, chapter 67.
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BANKING DISTRICTS AND 
METROPOLITAN AREAS IN NEW JERSEY

Shaded areas indicate SMSAs

The Standard Metropolitan Statistical Areas 
indicated on the map comprise the areas 
established by the Office of Management 
and Budget (Executive Office of the President] 
prior to April 27, 1973. See footnote 9 of 

text for redefinitions of certain SMSAs in 
New Jersey.

restricted the possibilities for expansion even within the 
boundaries of individual counties. Commercial banks were 
restricted to branching and merging only within the county 
in which the head office was located.3 Within its home 
county, a commercial bank was permitted to establish a 
de novo branch only in communities that were not served 
by a home or branch office of a commercial or savings 
bank.4 Thus, once a banking office was established in a

3 The McFadden-Pepper Act (1927), as amended, which is 
still in force, permits national banks to establish branches if state 
law permits state banks to establish branches, subject to the same 
restrictions on location as those imposed by state law on state 
banks [12 U.S.C. 36(c)].

4 A provision of the Banking Act of 1948, which was repealed 
in 1952, imposed limits on the maximum number of de novo 
branches a bank might establish in its home-olfice community 
if the community had a population of 80,000 or less.

community, that community became closed to any addi
tional branches by “outside” banks. The only modes 
of entry for a bank seeking representation in a home- 
office protected or branch-office protected community were 
to acquire an existing bank through merger or to establish 
an affiliate bank. In addition, the formation of holding 
companies owning more than one bank was prohibited.

B A N K  E X P A N S I O N  P R I O R  T O  1 9 6 9

b r a n c h i n g  a n d  m e r g i n g . New Jersey’s restrictive bank
ing law did not entirely inhibit bank expansion during the 
1950’s and 1960’s, as attractive opportunities existed 
throughout most counties. Consequently, banks were gen
erally able to respond to the economic growth occurring 
within their local markets, and the expansion of banks 
through mergers and the establishment of de novo branches 
remained vigorous during the decade of the sixties. About 
70 mergers were consummated between the beginning of 
1960 and the middle of 1969. Although the number of 
banks dropped from 258 to 230, the number of branches 
in New Jersey grew markedly during that period, more 
than doubling to 821. Openings of de novo branches ac
counted for nearly 90 percent of the net increase in branch 
offices; the conversion of home offices into branches 
through merger accounted for the remainder. By mid- 
1969, about 78 percent of all commercial banking offices 
were branches, compared with 63 percent in 1960 and 
only 34 percent in 1950. The rate of establishment of new 
branch offices substantially exceeded population growth 
during the 1960’s so that population per banking office 
declined from 8,800 persons in 1960 to 6,800 in mid- 
1969. About 77 percent of all commercial banks in New 
Jersey operated branch offices by mid-1969, compared 
with 53 percent in 1960 and only 17 percent in 1950.

EX PA N SIO N  TH R O U G H  ESTABLISHM ENT O F D E NOVO BANKS.

The formation of new banks also made a contribution 
to the expansion of banking facilities during the 1960’s. 
More than 40 new banks were established in New Jersey 
between the beginning of 1960 and the middle of 1969, 
compared with only 13 new banks in the prior decade. 
The great majority of these de novo banks were located 
in the state’s most rapidly growing suburban communi
ties where population and economic growth were highest. 
The spurt in the chartering of new banks can be attributed 
to the appointment of James Saxon as Comptroller of the 
Currency in 1962. This appointment ushered in a period in 
which regulatory policies toward the chartering of new 
banks were liberalized considerably. Given the more 
lenient regulatory atmosphere, the reduction in the number
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of attractive sites open to branching may also have con
tributed to the increased activity in the establishment of 
new banks. Entry by means of a de novo bank often 
proved the only legal mode of access to an attractive area. 
Indeed, less than 100 of New Jersey’s 567 municipalities 
were open to branching by outside banks by mid-1969, 
compared with approximately 220 such open municipalities 
in 1960 and 300 in 1950.

T H E  D E V E L O P I N G  P R E S S U R E S  F O R  W I D E R  

P O W E R S  T O  E X P A N D  G E O G R A P H I C A L L Y

Throughout the 1950’s and 1960’s several fundamental 
transformations in New Jersey’s demographic and eco
nomic development increasingly spurred the larger banks 
to seek powers to expand over a wider area. The wealth, 
population, commerce, and industry of New Jersey grew 
appreciably. Real per capita personal income increased by 
about 50 percent between 1950 and 1970. Rising incomes 
not only brought new customers into the market for bank
ing services but also created new patterns of consumption 
and, hence, changing banking needs.

Population in the state increased almost 50 percent in 
the two decades since 1950, but more significantly it 
shifted toward the suburban areas outlying the central 
cities. Seven of New Jersey’s ten largest cities experienced 
population declines during the 1950’s and 1960’s. Scores 
of commercial and industrial establishments were relocated 
in the suburbs and beyond, as evidenced in part by manu
facturing employment which decreased in such urban 
counties as Essex, Hudson, and Mercer and increased in 
the suburban counties of Monmouth, Morris, and Somer
set. In many instances, however, the rapidly growing sub
urban counties on the periphery of such urban centers as 
Newark and Jersey City remained legally inaccessible to 
the state’s larger banks headquartered in those urban 
centers. County lines and the limited number of locations 
legally open to branching constituted significant constraints 
on the expansion of banking in New Jersey.

Pressure for wider powers to expand was also stimulated 
by the rising competition New Jersey banks were facing 
from the larger and more aggressive New York City 
and Philadelphia banks that were making increasing in
roads in diverting a substantial volume of deposit and 
loan business from banks in New Jersey. To some extent, 
the New Jersey banks have been able to meet the credit 
demands and other banking needs of large business firms 
through correspondent arrangements with banks in New 
York and Philadelphia. Nevertheless, many of New Jer
sey’s business firms, even those located entirely within the 
state, have sought loans and specialized services outside

the state.5 It was not surprising, therefore, that New Jersey 
banks were eager to expand their market areas and achieve 
a size that would enable them to compete more effectively 
with the larger institutions in neighboring states. However, 
expansion-minded banks were increasingly inhibited by 
tighter control over mergers as a result of Federal legis
lation governing bank mergers and the Supreme Court’s 
landmark decisions in the Philadelphia National Bank and 
Lexington cases.6

R E S P O N S E  T O  T H E  1 9 6 9  

B A N K I N G  A C T  A M E N D M E N T S

The amendments to New Jersey’s banking law enacted 
in 1969 gave banking in New Jersey an entirely new direc
tion. The most striking change in New Jersey’s banking 
structure during the past four and a half years has been 
the formation and rapid growth of bank holding com
panies. By mid-1973, nine multibank holding companies 
were in operation and one had proposed to operate. Eight 
of these companies were active or were proposing to be 
active in more than one banking district. These organiza
tions would control 61 banks holding about 44 percent of 
all commercial bank deposits in the state.7 In addition, 
several independent banks or one-bank holding companies 
are likely candidates for expansion elsewhere in the state 
outside their districts.

During the period of expansion by holding companies 
across district lines, branching and merging within dis
tricts also was vigorous. Between mid-1969 and the end 
of 1972, about 300 new branches of commercial banks 
were established and 52 bank mergers were consummated. 
The increase in de novo branches represented roughly one 
third the number of branches in existence at the time of 
the legislative change. Nearly 200 of the new offices could 
not have been opened prior to 1969 because they were

5 Robert B. Platt, Bergen County Survey (unpublished survey 
undertaken by the Bank Examinations Department of the Federal 
Reserve Bank of New York, June 1965).

6 The Bank Merger Act required for the first time prior ap
proval for bank mergers by the Federal bank regulatory authorities. 
It also set forth the criteria to be followed by the authorities 
in ruling on bank merger proposals [12 U.S.C. 1828(c) as 
amended February 1966; 80 Stat. 7 (1966)]. The Supreme Court’s 
decisions in these cases established the applicability of Federal 
antitrust laws to bank mergers. United States vs. Philadelphia Na
tional Bank, 374 U.S. 321, 356 (1963); United States vs. First Na
tional Bank & Trust Company of Lexington, 376 U.S. 665 (1964).

7 Includes merger proposals and bank holding company forma
tions and acquisitions announced prior to July 15, 1973.
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located either in formerly protected communities or out
side the home-office county. The relaxation of branch- 
office protection, the creation of larger branching and 
merging areas, and the authorization of statewide bank 
holding companies under the 1969 legislation stimulated 
competition in banking markets throughout New Jersey, 
as banks that were well established in many communities 
faced new competitors for the first time.

Some evidence of the initial impact of the liberalization 
of branch-office protection was gathered by the Federal 
Reserve Bank of New York in mid-1971 from interviews 
held with 18 commercial banks in northern New Jersey.8 
The findings of these interviews attest to a number of pro- 
competitive effects occurring in the two years following 
the law change. Perhaps the most obvious phenomenon 
was the dramatic increase in the number of banking offices 
in formerly protected communities. Between June 1969 
and June 1971, communities that lost protection in New 
Jersey’s northern banking district experienced an increase 
in banking offices of 56 percent. Offices in formerly pro
tected communities in the central district increased 38 
percent. In those same districts, communities where branch- 
office protection remained intact experienced increases of 
only 11 percent and 13 percent, respectively.

This growth in offices has provided consumers with the 
added convenience of more alternative banking locations. 
New and improved services are also provided in many bank
ing offices. For example, a few of the banks interviewed 
raised their interest rates on deposits and lowered those on 
loans, while some banks extended their business hours and 
broadened the services offered at branch offices. However, 
only a few of those bankers interviewed claimed that im
proved services offered to the public were a direct response 
to the law change. Yet they all expressed heightened aware
ness of competitive pressures and acknowledged a greater 
concern with such intangible improvements as more services 
and more personal contacts with customers. The study con
cluded that nearly all of the 18 banks interviewed found it 
necessary to reexamine their banking services in the period 
following enactment of the new banking law.

Although banking institutions in New Jersey have con
centrated their growth along traditional lines of banking

8 George Budzeika and Rocco Magnotta, Effect of the 1969 
Liberalization of the Banking Law in New Jersey (Banking 
Studies Department, Federal Reserve Bank of New York, March 
1973). Banks interviewed were in the Second Federal Reserve 
District portion of New Jersey, including the northern and central 
districts but excluding Mercer County which is in the Third 
Federal Reserve District.

services, product diversification has become an increas
ingly important objective. The enactment of the Bank 
Holding Company Act amendments of 1970 has provided 
bank holding companies with new opportunities to expand 
into fields closely related to banking. Several of New 
Jersey’s bank holding companies operate, or have proposed 
to operate, nonbank subsidiaries in such areas as consumer 
and commercial finance, insurance brokerage, mortgage 
banking, data processing, and full-payout leasing of per
sonal property.

I M P A C T  O F  T H E  1 9 6 9  L E G I S L A T I O N  

O N  R E V E N U E S  A N D  E X P E N S E S

In view of the fundamental importance of the legis
lative changes, further evidence was developed to shed 
light on whether the increased competition resulting from 
the 1969 changes affected the operating income and ex
panses of banks. It would not have been surprising to find 
that greater competition slowed the growth of bank rev
enues. Bank costs might also have been expected to rise 
with more intense interest competition for deposits or 
greater services to customers.

Evidence on this matter was developed for a group of 
member banks in the Paterson-Clifton-Passaic (Paterson) 
Standard Metropolitan Statistical Area (SMSA), which 
consists of Bergen and Passaic counties.9 The Paterson 
SMSA was selected for study because it is one of the 
larger and more diverse of New Jersey’s banking markets, 
with a mobile population and many vigorous banking or
ganizations through which competitive pressures would be 
expected to be transmitted rapidly.10 There is reason to 
believe, moreover, that competition in the Paterson market 
was particularly inhibited by the restrictions on entry and 
branching imposed by legislation in effect prior to 1969.

As indicated, the change in law enacted in 1969 per-

9 On April 27, 1973 the Office of Management and Budget (Ex
ecutive Office of the President) released a revised listing of 
SMSAs. Two SMSAs in New Jersey were directly affected by the 
redefinitions. Bergen County was deleted from the Paterson- 
Clifton-Passaic SMSA and added to the New York, N.Y. SMSA. 
Somerset County was added to the Newark SMSA. Data in this ar
ticle have been compiled according to the definitions in effect prior 
to these changes.

10 The Newark SMSA also is a major market area that wit
nessed a dramatic increase in de novo offices following the 1969 
legislation. It was not chosen for this study partly because, as 
shown on the map, the 1969 law did not fully remove branch
ing restrictions throughout the Newark SMSA. In addition, data 
management problems for Newark banks were less tractable than 
for banks in the Paterson market.
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Table I

A VERAGES O F SELECTED O PE RA T IN G  RATIOS FO R  TW ENTY  BANKS IN  TH E PA TERSO N  M ARKET 
A N D  A LL M EM BER BANKS IN  TH E SECOND FE D E R A L  R ESERVE D IST R IC T

Percentage of total assets for selected three-year periods

Category

1966-68

Paterson Secorxl District

O perating revenues ............................................ 5.22 5.35

Rate of re turn  on loans* ................................. 6.30 6.39

Gross loans ........................................................... 52.90 54.66

N et income after taxesf ................................... .72 .69

O perating expensest .......................................... 4.14 4.22

Salaries and wages .............................................. 1.03 1.16

Pensions ................................................................. .15 .15

Interest on time and savings deposits ........... 2.04 1.96

Net occupancy expense .................................... .19 .22

All other expenses .............................................. .72 .72

1969-71 1970-72

Paterson Second District Paterson Second District

5.91 6.06 5.94 6.13

7.35 7.51 7.47 7.52

52.74 55.45 51.92 54.92

.97 .86 .97 .85

4.69 4.89 4.80 5.06

1.08 1.26 1.09 1.27

.17 .19 .18 .20

2.29 2.16 2.38 2.26

.20 .24 .21 .25

.93 1.04 .95 1.09

* In terest and fees on loans net of losses or recoveries as a percentage of loans, 
t  N et income includes securities gains and losses.
$ Because of rounding, components do not necessarily add to totals.

mitted banks in the Paterson market to establish offices 
in areas previously closed to them and facilitated the 
entry of outside banking organizations into the Paterson 
market. Indeed, 54 new commercial bank branches, con
stituting nearly 20 percent of all de novo bank offices in 
the state, were established in the Paterson market between 
mid-1969 and the end of 1972. Three quarters of these 
offices could not have been opened before the change in 
the law. Moreover, about 30 percent of these new branches 
were established by banks headquartered in counties out
side the market.

The performance of revenues and expenses of 20 sam
ple banks in the Paterson market was examined both be
fore and after the 1969 changes in law.11 The banks’ 
operating revenues and costs were expressed as percentages

11 The sample comprised all banks that were headquartered in 
the market and were in existence as members of the Federal 
Reserve System throughout the period 1966-72. Adjustments 
were made to incorporate the data for banks that were merged with 
sample banks during the period under review. Because of data 
limitations, all nonmembers were excluded, as were member 
banks that absorbed nonmembers. The 20 banks included most of 
the major banking organizations in the Paterson market as well 
as a representative cross section of the smaller institutions.

of total assets to analyze the revenue or expense per dollar 
of assets for banks of varying size. We expected that the 
performance of an average of these ratios over time would 
indicate how the sample banks adapted to changing condi
tions in the market.

To obtain a reference point for the average performance 
of the sample banks, their operating revenue and expense 
ratios were compared with a larger group of banks whose 
average behavior would not have been expected to reflect 
structural changes in the banking law. The most con
venient base for such a comparison was provided by the 
data pertaining to all member banks in the Second Federal 
Reserve District, a large majority of which are located in 
New York State. Selected operating ratios for the Second 
District members and the Paterson market banks are 
shown in Table I for averages of three-year periods, both 
before and after the change in law. The 1969-71 and 
1970-72 periods were examined separately to abstract 
from transitional effects in 1969, the year of the law 
change. Table II compares the ratios and notes changes in 
the relative position of Paterson banks after the new law 
took effect.

The average ratio of revenues to assets of the sample 
banks advanced somewhat more slowly than a similar 
ratio for all member banks in the Second Federal Reserve
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District following the 1969 change in the law. However, 
the relative lag in the average revenue ratio of the sample 
banks for the period 1970-72 was not the result of lower 
average earnings on loans, but rather reflected a small 
decline in the average loan-asset ratio (see Table II). The 
reduced growth in the revenue ratio did not adversely af
fect relative profits because the growth of the sample 
banks’ expense ratio lagged even further behind the Dis
trict average.

The relatively favorable behavior of costs of the sample 
banks following the 1969 legislation occurred despite 
an increase in the share of expenses accounted for by 
interest payments. As shown in the tables, interest ex
penses, which accounted for almost half the total operating 
expenses of the sample banks during the periods under 
review, increased more rapidly for the sample banks in 
the post-1969 periods than for all banks in the Second 
District. Such increased interest expenses are consistent 
with the more active competition for time accounts that 
developed in the Paterson market after 1969. The accel
eration in the growth of such expenses was more than 
offset, however, by the relatively slower growth in such 
categories as salaries and wages, pensions, and all other 
expenses.

Thus, in the environment following the change in the law,

enhanced competition did not decisively increase aver
age operating expenses and, therefore, did not appear 
to have a materially adverse effect on the profitability of 
these institutions. Indeed, the relatively superior cost per
formance evidenced by the sample banks permitted them 
to widen their margin of after-tax income as a percentage 
of assets in the post-1969 periods, compared with the 
rate of return achieved throughout the Second District. 
In sum, it would appear that the easing of restrictions 
on geographic expansion by banks in New Jersey as a 
result of the passage of the 1969 legislation had little 
adverse effect on the profitability of the sample banks.

P R O S P E C T S  F O R  T H E  F U T U R E

The legislative changes enacted in New Jersey in 1969 
appear to have improved and strengthened that state’s 
banking system. Institutions have been freer to operate 
branches or affiliates where there is need for them. Still, 
the 1969 legislation has been unduly protective of banking 
interests in several respects.

The continuation of home-office protection in all com
munities, regardless of the size of the banks or communi
ties involved, has impeded the development of significant 
new competition in many of the state’s largest urban

Table II

C H AN G ES IN  SELECTED  O PE RA T IN G  R ATIOS FO R TW ENTY BANKS IN  TH E PA TER SO N  M ARK ET 
A N D  ALL M EM BER BANKS IN  TH E SECOND FE D ER A L R ESER VE D IST R IC T

Percentage of total assets for selected three-year periods

Category

Paterson less Second District Change in spread

1966-6S 1969-71 1970-72 1966-68 
to 1969-71

1966-68 
to 1970-72

Operating revenues ..................................................................................... -  .13 -  .15 -  .19 -  .02 -  .06

Rate of return on loans* ...... — .09 — .16 — .05 — .07 +  .04

Gross loans ............................... -1 .7 6 -2 .71 -3 .0 0 -  .95 -1 .2 4

N et income after taxest ....... +  .03 +  .11 +  .12 +  .08 +  .09

Operating expenses:}: -  .08 -  .20 -  .26 — .12 -  .18

Salaries and wages ...................................................................................... -  .13 — .18 — .18 -  .05 -  .05

Pensions ........................................................................................................... .00 -  .02 -  .02 -  .02 — .02

Interest on time and savings deposits .................................................... +  .08 +  .13 +  -12 +  .05 +  .04

N et occupancy expense ............................................................................. -  .03 -  .04 — .04 -  .01 — .01

All other expenses ..................................................................................... .00 — .11 -  .14 — .11 — .14

* Interest and fees on loans net of losses or recoveries as a percentage of loans, 
t  N et income includes securities gains and losses. 
t Because of rounding, components do not necessarily add to totals.
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centers and in the faster growing surburban areas. Re
taining home- and branch-office protection has also had 
the effect of solidifying the market position that a number 
of banks have developed over the years. Moreover, the 
continuation of home-office protection for bank subsidi
aries of holding companies affords a special advantage 
to the holding company form that might enable a few 
large banking organizations to enhance their positions in 
protected markets.

Prompted in part by these considerations, as well as 
by the evident benefits of the 1969 legislation, measures 
for further liberalization of restrictions on expansion by 
banks in New Jersey were introduced in the state legis
lature in 1972, and by mid-1973 new legislation had been 
passed by both houses of the legislature.12 During the first 
year, the pending new legislation would permit statewide 
branching and merging and eliminate home-office protec
tion from municipalities with populations of 50,000 or more. 
Home-office protection would continue to be eliminated 
gradually, with the population minimum being reduced by 
10,000 a year until only municipalities with populations 
of 10,000 or less would retain protection. Two years after 
enactment of the proposed legislation, bank subsidiaries 
of multibank holding companies would not be afforded 
home-office protection. Branch-office protection also would 
be removed at that time.

For all practical purposes, statewide branching will 
largely ratify the transformation of the state’s banking 
structure already being accomplished through the holding 
company movement (see Table III). It would seem un
likely to cause any institution to expand statewide that has 
not already decided to do so. Indeed, New Jersey now has 
many of the characteristics of a one-district state. Yet, the 
elimination of district lines will provide additional flexibil
ity for banks operating near district boundaries, and will 
facilitate freer branching throughout economically inte
grated areas.

The key feature of the new legislation is the relaxation 
of home- and branch-office protection. At the time all the 
provisions of the legislation become effective, fewer than 
50 municipalities with banking offices would still retain 
protection.13 Removing protection from most of the

12 This legislation (Assembly No. 706 Committee Substitute 
with Senate Amendments) was passed by both houses and sent 
to the Governor of New Jersey in early April 1973. It also would 
authorize statewide branching and merging by savings banks. 
Other legislation has been enacted that provides similar privileges 
for state-chartered savings and loan associations.

13 This figure is based on 1970 population data and Decem
ber 31, 1972 banking-office data.

Table I I I

TW ENTY LARGEST B A N K IN G  O R G A N IZA TIO N S IN  N EW  JERSEY*

Banking organization
Deposits 
(millions 

of dollars) t

Number of banks 
controlled by 
organization

Operating 
in banking 

district

First N ational State Bancorpo- 
ration, Newark ........................... 1,678.2 9 1, 2, 3

United Jersey Banks, Princeton.. 1,510.3 18 1 ,2 , 3

M idlantic Banks Inc., Newark. .. 1,368.5 9 1, 2, 3

Fidelity U nion Bancorporation, 
Newark ........................................ 1,273.3 5 1 ,2 , 3

Heritage Bancorporation,
Cherry Hill ................................. 774.1 3 1, 2, 3

G reater Jersey Bancorp., Clifton 677.1 3 1, 3
The N ational State Bank, 

Elizabeth ...................................... 628.2 1 2

New Jersey N ational
Corporation, Trenton .............. 620.9 3 2, 3

National Community Bank 
of Rutherford ............................. 597.2 1 1

First National Bank of New 
Jersey, T o to w a ........................... 487.7 1 1

First Jersey N ational C orpora
tion, Jersey City ......................... 486.2 1 1

Princeton American Bancorp, 
Princeton ...................................... 464.7 4 1 ,2 , 3

Bancshares of New Jersey, 
M oorestown Township .......... 460.3 1 3

W arner Communications Inc., 
New York, N.Y. (G arden 
State National Bank, 
Hackensack) ............................. 416.8 1 1

First N ational Bank of South 
Jersey, Egg H arbor Township.. 379.8 1 3

The Central Jersey Bank and 
Trust Company, Freehold 
Township ...................................... 354.5 1 2

United Counties Trust Company, 
Elizabeth ...................................... 322.8 1 2

Franklin State Bank, Franklin 
Township ...................................... 274.2 1 2

Peoples National Bank of
New Jersey, W estm o n t............ 268.5 1 3

The First N ational Bank of 
Toms River ................................. 228.2 1 3

* Includes merger proposals and bank holding company acquisitions announced 
prior to July 15, 1973. 

f Deposit data are as of Decem ber 31, 1972; figures include deposits in domes
tic branches only.

Sources: Board of Governors of the Federal Reserve System, Federal Reserve 
Bank of New York, and Federal Reserve Bank of Philadelphia.

state’s cities and important growth areas in the suburbs 
can be expected to promote the same substantial de novo 
branching activity that occurred in communities which lost 
branch-office protection following the legislative revision in 
1969. Communities in Burlington, Morris, Monmouth, and 
Ocean counties appear to be among the most likely areas 
for significant increases in banking offices. Population in

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



210 MONTHLY REVIEW, AUGUST 1973

each county grew at a rate greater than twice that of the 
state during the 1960’s and, according to current projec
tions, these four counties will continue to lead the state in 
population growth during the 1970’s.

Many of the most attractive communities for bank entry 
have populations of less than 50,000 and thus opportunities 
for branching will be limited until the provisions of the law 
take full effect. However, all the major holding companies 
are now represented in, or poised on the periphery of, the 
fastest growing areas in New Jersey. Once the legal ob
stacles have been removed, the contest in securing the most 
attractive branch sites is certain to be keen.

Moreover, greater competition between commercial 
banks and thrift institutions can be expected as a result of 
the proposed law change. State-chartered savings and loan 
associations and mutual savings banks, which have not 
been able to expand through the holding company route, 
have been particularly restricted in their ability to enter 
areas in the state that have grown the most rapidly. (Fed

eral savings and loan associations in New Jersey have not 
been so restricted inasmuch as these institutions for some 
time have had fairly wide branching powers granted to 
them by the Federal Home Loan Bank Board.) The pro
posed changes, therefore, may have a relatively greater 
effect on state-chartered savings banks than on commercial 
banks or Federal savings and loan associations. The 
amendments concerning state-chartered savings and loan 
associations have already been signed into law by Gover
nor Cahill, and it is expected that many of these institutions 
soon will begin to take advantage of the expanded branch
ing opportunities.

The proposed legislation promises to open new oppor
tunities for commercial banks to compete in markets that 
have long been the preserve of only a few institutions. 
The public should ultimately benefit from the increased 
availability of banking offices at new locations and from 
the provision of new and improved banking services, pos
sibly at lower costs.
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